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Why Tbe Illegal 
Psychoactive Drugs Industry 
Grew In Colombia 


Francisco E. Thoumti 


I. INTRODUCTION 


HE GROWTH of the illegal, psychoactive drug industry has 

had a dramatic impact on Colombia. Most studies of the 
financial effects of this industry — mainly cocaine and its 
byproducts, but extending also to marijuana, quaaludes, other 
psychoactive substances, and, more recently, heroin — have 
focussed upon trying to estimate its size and determining its 
impact on the national economy. On the whole, the conclusion 
of most observers has been that its effects on the latter have 
been more negative that positive (Kalmanovitz, 1989; Reyes, 
1990; Sarmiento, 1990; Urrutia, 1990; Thoumi, 1987). Among 
the more deleterious consequences of this trade, it has: 


e led to re-valuation of the currency which, in turn, 
contributed to the decline of some of Colombia’s 
traditional industries; 


e promoted speculative investments; 


e created a climate of violence of such magnitude that it 
stimulated the flight of domestic capital and discour- 
aged investment, both domestic and foreign, more 
generally; 
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e diverted much of the investment that did take place into 
socially unproductive, low-yielding enterprises, cho- 
sen more for their utility in laundering illegal profits 
than for profitability; and 


e increased costs of the business sector by forcing the 
latter to invest heavily in security. 


The few who have taken an opposite view argue that 
trade in illegal narcotics (mostly cocaine) has benefitted the 
country, particularly Medellin and the Antioquia department. 
Arango, for one, claims that growth of the cocaine trade (1) 
halted a process of social and political deterioration set in 
motion by de-industrialization, primarily in the Medellin area, 
(2) provided economic support to an economy in crisis, and (3) 
opened channels for upward mobility to frustrated social 
groups (Arango, 1988:183). 


The growth of the illegal drug industry in Colombia raises 
some interesting questions, many of which have received 
insufficient attention. For instance, why Colombia? Why was 
it Colombians who became so involved in this industry? Why 
do Colombians control the main cocaine marketing systems? 
Why are the principal manufacturing centers for cocaine and 
its derivatives dike bazuco) located in Colombia rather than in 
some other countries? 


Answers to these questions are neither obvious nor trivial. 
After all, narcotics can be, and are, produced in many locations. 
In the specific instance of cocaine, for example, Colombia’s 
dominant product in this industry, the country is neither a main 
producer of the raw material, coca, nor does it have a domestic 
market of sufficient size to support a large industry. 


These questions gain cogency for several reasons. First, 
the international demand for cocaine and other narcotics is not 
likely to drop sharply in the near future. Second, the major 
consuming nations do not appear about to decriminalize, 
legalize, control, or regulate the industry. Given this situation, 
it is most probable that the profits to be derived from the 
international traffic in cocaine and allied drugs will remain at 
very high levels. Hence, the cocaine industry will continue to 
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impact Colombia and its government, at least for the foresee- 
able future. Finding the answers to the above questions could 
help the Colombian government, if not others, to determine the 
most productive course to follow in dealing with the illegal 
drug industry. 

Several attempts to answer these questions have been 
made. Since cocaine is the dominant drug in the Colombian 
pantheon, most of the literature on illegal drugs in Colombia 
focusses on cocaine. 


Geography. Some prominent Colombian politicians have 
argued that the country’s advantage in producing cocaine is 
simply due to its location: half-way between the main produc- 
ing regions and the largest market.’ Other authors share this 
view. MacDonald states that 


First and foremost, the South American country benefits 
from its geopolitical location. It is strategically located 
between the coca-producing nations of Peru and Bolivia 
and the routes through the Caribbean and Central America 
that lead to the lucrative North American and European 
markets (1988: 28). 


However, MacDonald also felt that geography was not the only 
factor responsible for Colombia’s critical role in the South 
American drug traffic. He cites three other important elements: 
(1) Colombia’s vast forests, which lend themselves to easy 
concealment of laboratories and landing strips; (2) 
Colombians’entrepreneurial skills, which could be applied to 
develop a sophisticated refining and marketing system; and (3) 
the presence of a sizable Colombian community in the United 
States, providing the nucleus from which a distribution net- 
work could be recruited. He suggests that these factors were 
able to interact as a package, concluding that “other nations 
have some of these factors, but not all, the most important 
being the lack of geopolitical location. Only Mexico in Latin 
America may come close” (MacDonald, 1988: 29). A similar 
point was made by Whynes when he stated that the geographi- 
cal location of Colombia as a point of infiltration by air and sea 
into the USA was, and remains, ideal (Whynes, 1992). 
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Still other analysts have pointed to a different set of factors, 
combining what might be called economic culture and envi- 
ronment. Both Arango (1988), as well as Arango and Child 
(1987), have suggested that Colombia’s cocaine industry grew, in 
part, as a response by Antioquefio entrepreneurs to threatening 
economic change.’ For this to happen, several factors had to 
coalesce. For many years, from the 1940s to the early 1970s, 
Medellin had supported a flourishing textile industry. In the mid- 
1970s, this industry, unable to compete with an increased level of 
contraband, began to decline, giving rise to increasing unemploy- 
ment. Contraband trade had a long tradition in Antioquia but was 
not a disgrace; in Antioquefio society, one’s social worth was 
weighed according to one’s wealth, regardless of the source of 
that wealth. According to this argument, these factors combined 
to make Medellin and Antioquia particularly hospitable to a new 
item of contraband. Finally, the industry may have been spurred 
by a fortuitous mistake: the fact that many North Americans do not 
have a clear idea of South American geography, leading them to 
confuse one country with another (Colombia with Bolivia, for 
example?). Colombian smugglers in Panama frequently found 
themselves fielding inquiries from US dealers regarding sources 
of cocaine, thus prompted the Colombians to find ways to meet 
that demand themselves.’ 


Other analysts have added to this argument. In an early 
work, Craig argues that the Colombian environment was particu- 
larly conducive to the growth of the illegal drug industry because 
of the prevalence and social acceptance of contraband, the large 
growth of the underground economy during the 1970s, and the 
willingness of Colombian dealers in illegal drugs to use violence.‘ 
Craig sums up his assessment of the Colombian environment and 
entrepreneurial abilities this way: 


They (the Colombians) are, indeed, master smugglers. 
Yet even the greatest of talents requires a proper arena in 
which to perform. In this regard, Colombia constitutes a 
virtual amphitheater (1981: 246). 


Dombois (1990) points out that the negligible presence of the 
state in many areas of the country, widespread corruption of 
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the state’s bureaucracies (promoted, at least partially, by a 
clientelist political system), and the existence of an active 
guerrilla movement created a very auspicious environment for 
the industry’s growth. More recently, Sarmiento (1990: 33) has 
argued that Colombians developed a comparative advantage 
in the illegal drug trade by mastering the appropriate technol- 
ogy needed to break or circumvent the anti-narcotics laws and/ 
or to thwart the enforcement efforts of the governments of the 
producing and consuming countries. Sarmiento indicates that 
the main elements of this technology are “transportation, 
commercialization, the capacity to bribe and intimidate, and, 
above all, to mobilize the (economic) surplus.”? This last point 
is important because the drug profits give the businessmen 
engaged in this illegal trade the ability to buy, or provide 
themselves with, sufficient protection to operate successfully. 


The explanatory power of these analyses varies substan- 
tially. In general, although these arguments are plausible, they 
fail to provide a definitive explanation as to just why it was 
Colombia — rather than some other country — which came to 
occupy a primary, central position in the international 
narcotrafico.® 


Let us take a closer look at some of the reasons advanced. 
First, given (1) the huge difference between the cost of 
production and the wholesale prices obtaining in the United 
States, and (2) the fact that cocaine has a very high value per 
unit of volume and weight, neither physical distance between 
sources of supply and the end market nor transportation costs 
are major considerations in determining the locus of its 
manufacture. The geopolitical argument, while apparently 
reasonable, still does not adequately explain why the refining 
process was lodged mainly in Colombia since the relative 
simplicity of the cocaine refining process would have enabled 
it to be located just as easily (perhaps even more so) near its 
raw material sources. Nor does this argument explain why it 
was Colombians who controlled the marketing and transpor- 
tation of both coca paste and its finished product, cocaine. 
Colombia is not a primary point for transshipment of cocaine 
as is true of some of the countries in Central America and the 
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Caribbean, whose geopolitical location is important. Cocaine 
differs from marijuana in this respect, since the latter is bulky 
to transport, making Colombia less suitable and other locations 
(in the Caribbean, Central America and Mexico) more desirable 
for this purpose, providing, as they do, closer proximity and 
better access to the US market. 


Other causal factors mentioned — increased unemploy- 
ment, state corruption, a tradition of smuggling — may indeed be 
important but can also be found in other countries (such as Peru) 
with a long history of coca production and consumption; they in 
no way single out Colombia as being in some way uniquely 
qualified to be the site for cocaine production/refining. 


In fact, the relation between cause and effect could run 
just as easily in the opposite direction. One could argue, with 
equal cogency, that the decline of Medellin’s manufacturing 
sector could just as well have been a result, at least in part, of 
the re-valuation of currency and other “dutch disease” effects 
of the lucrative export of illegal drugs.’ Similarly, difficulties in 
the textile industry that are attributed to the increase in, and 
unfair competition from, the trade in contraband could just as 
easily be attributed to the increased export of illegal drugs, 
which earned the foreign exchange needed to purchase that 
contraband, thus acting as a stimulus to the latter. 


Even conceding the sociological characterization, and 
relevance, of Antioqueno society and values, several factors are 
left unexplained: why, then, did other large drug cartels 
develop outside Antioquia? and why were some of the 
principal leaders of the Medellin cartel dike Carlos Lehder and 
Gonzalo Rodriguez-Gacha) not Antioquefios? 


What about the argument of dealers confusing Bolivia 
with Colombia? Certainly the explanation is ingenious, but it 
is difficult to believe that people engaged in smuggling, which 
involves at least a minimum knowledge of geography to stay 
in business, would confuse the location of the countries so 
crucial to their success.® 
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While rising unemployment may stimulate the search for 
new sources of income, the cause-and-effect between Medellin 
unemployment and growth of a narco-industry remains to be 
demonstrated. Many cities in the Andean countries have had 
levels of unemployment equal to, or higher than, that of 
Medellin, particularly during the early 1980s, yet failed to 
become major players in the narcotraffic, much less players of 
like magnitude. Moreover, Colombia has witnessed a large 
degree of internal migration over the last 40 years. In this 
situation, Medellin has been a particularly strong magnet for 
domestic migrants for a variety of reasons, a fact which has 
resulted in a higher equilibrium level of unemployment.’ Some 
of these attractive factors were: (1) a larger protected manufac- 
turing base than other Colombian cities, which gave its workers 
higher-than-average incomes, and (2) the best municipal 
public utilities in the country, with better service than was 
available elsewhere. Though Medellin’s high unemployment 
and Antioquefio cultural idiosyncracies may have contributed 
to the growth of the sicarios (assassins-for-hire) industry, 
which is concentrated there, these factors do not explain the 
trafficking side of the business. 


From an economist’s point of view, there is a certain 
appeal in the argument that Colombians developed the appro- 
priate “technology” for this business, made up of such elements 
as corruption, intimidation, and — above all — the ability of 
drug dealers to use their income for those purposes (Sarmiento, 
1990). This ability is treated as a “factor of production,” an 
approach which is unsatisfactory on both theoretical and 
policy grounds. 


On the theoretical level, two issues are involved. First, in 
order for us to accept Sarmiento’s thesis of “comparative 
advantage,” he must demonstrate that the ability to mobilize 
the economic surplus was greater in Colombia than in other 
countries. This he has not done. Indeed, the ability to mobilize 
the economic surplus to protect the industry is not necessarily 
greater in Colombia than in other countries. To give but one 
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example, that ability could have been greater in Panama where 
there was no need to convert foreign exchange, and where the 
secrecy of the financial system was so much greater since the 
very reason for its existence was to enable individuals to break, 
or circumvent, the laws of other countries. 


Second, the production function of a firm is defined as 
the physical relationship between inputs and outputs, a 
relationship that is independent of the market structure and the 
institutional framework in which the firm operates. However, 
Sarmiento’s approach makes the production function depen- 
dent upon those elements which he then treats as factors of 
production. From a policy viewpoint, treating the institutional 
environment as one of the firm’s factors of production makes 
it possible to sweep institutional deficiencies and weaknesses 
(which underlie the growth of the illegal drug industry) under 
the rug instead of confronting them. Such elements as wide- 
spread corruption, intimidation, and the like are the result of 
a decaying institutional environment — a fact which is conve- 
niently overlooked when treated as “factors of production.” 
True factors of production carry a positive productive value 
and, presumably, should be encouraged since they make a 
positive contribution to the gross domestic product (GDP). 


Though the psychoactive drug industry in Colombia 
covers several products, cocaine is the single drug responsible 
for the largest share of that industry, has the largest impact on 
the country, is the focus of the literature — and will be the focus 
of the remainder of this discussion. 


Section Two describes the cocaine production function 
and its characteristics, and identifies the sources of the industry’s 
value added. Section Three discusses the basis of Colombia’s 
international advantage in the cocaine industry. It is argued 
there that a set of factors, many of which were present in other 
countries, but which — as a package — are unique to 
Colombia, gave the country its cost advantage in cocaine 
production and distribution. The fourth, and concluding, 
section briefly raises possible policy alternatives for the Colom- 
bian government, given this package of factors. 
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Il. THE COCAINE PRODUCTION FUNCTION 
AND THE INDUSTRY’S VALUE ADDED 


N ORDER TO determine the source of the cocaine industry’s 

production and marketing advantages it is necessary to 
understand how its production system functions and the 
characteristics of its marketing system. The process of raising 
coca and manufacturing cocaine is well known and has been 
discussed frequently in the recent literature (Arango and Child, 
1987). Coca is grown over a large area, including parts of 
Bolivia, Peru, Brazil, Colombia and Ecuador. Although there 
are many varieties of the coca plant, four are the most 
prevalent. The alkaloid content of the leaves varies a great deal, 
with the Bolivian and Peruvian type, plus one grown in 
Colombia, yielding a substantially greater amount of cocaine 
than the rest. As farmers have become more proficient in 
cultivating coca in recent years, the yields obtained have 
increased accordingly.’*° The manufacturing process uses a 
very simple technology, is not capital-intensive, and does not 
have large economies of scale. The coca leaves are placed in 
a plastic sheet and then mixed with sodium carbonate to 
release the alkaloid content. The mix is subsequently trans- 
ferred to a container to which gasoline and sulfuric acid 
dissolved in water are added. After about 12 hours, the 
contents of the container are passed through a press, produc- 
ing coca paste, a product that is easy to transport. This paste 
is later converted into coca base through a process that 
requires ammonia, potassium permanganate, and some filters 
to remove impurities. Three more chemicals — chloridic acid, 
ether and acetone — are applied to the base in a process that 
requires only some “cooking” to transform it into cocaine. This 
final step is not complicated, but it can be dangerous due to the 
ether’s flammability... Bazuco, a form of cocaine commonly 
used in Colombia, is made up of cocaine base mixed with 
tobacco. Because this mixture frequently has many impurities, 
it is particularly dangerous for the smoker.”” 


Coca cultivation is highly responsive to such factors as 
location and climate. Due to the bulk and volume of coca 
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leaves, cocaine’s raw material, it is more feasible to process the 
leaves into paste as close to the source as possible. However, 
once the paste is obtained, it is easy to transport and can be 
manufactured into the final product anywhere. Hence the 
manufacturing stage takes on the characteristics of a footloose 
industry which is not tied to any particular location. 


In the cocaine industry, the value added at each stage of 
manufacture bears no relation to the way such factors are 
computed in the manufacture of legal products. The value added 
to cocaine at each stage of its manufacturing process is in direct 
proportion to the amount of risk attendant upon that stage. Thus 
the value added to cocaine increases rapidly at each stage of its 
manufacture commensurate with the risks involved in that 
stage and does not correspond to factor opportunity costs. In 
other words, the high value added in this industry is due to its 
illegal nature and the risks this imposes. Thus, peasants in Bolivia 
and Peru geta very small share of the final sales price because their 
risk is comparatively low; while most of the price increase takes 
place at the marketing and distribution end of the business, in 
the United States, where the risks are much greater. 


Since the manufacturing process is relatively footloose 
and free of being tied to any one location and the product’s 
high value added is a function of the risks involved in its 
manufacture and distribution, this stage of the industry tends 
to gravitate toward the location presenting the lowest risk. 
Consequently, to understand the Colombian advantage for this 
business, one should focus on those factors that lower the 
industry’s risks. The following section will argue that, for a long 
time, Colombia offered a set of conditions which, together, (a) 
minimized the cocaine industry’s risks, (b) attracted the refin- 
ing of cocaine, (c) allowed Colombians to control the market- 
ing of coca leaves in Bolivia and Peru, and (c) involved them 
in the United States cocaine market. In a way, it could even be 
argued that Colombia developed an “absolute advantage” in 
those aspects of the industry. 


When the manufacturing function of other illegal drugs 
produced in Colombia is examined, many characteristics 
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similar to those found in the production of cocaine become 
evident. Marijuana is another freeranging product in the sense 
that it can grow naturally almost everywhere; there are even 
varieties with a very high yield which are grown hydroponically 
(e.g., in liquid nutrients, without soil). Quaaludes can be manu- 
factured very easily in chemical laboratories engaged in the 
production of other, legal drugs if the right chemical compounds 
are available. Neither of these products require large capital 
investments, their production technologies are available in most 
countries, and their production costs are not significantly affected 
by the volume, or scale, of production. Consequently, production 
of these illegal substances can, and does, tend also to gravitate 
toward the location(s) of lowest risk. 


II. BASIS OF THE COLOMBIAN ADVANTAGE 


OLOMBIA’S MAIN advantage as locus for illegal drug 

production comes from a growing de-legitimation of its 
governmental system, particularly in the last 45 years, which 
has caused a weakening of the state and its institutions. 


During the 20th century, Colombian society experienced 
many dramatic changes. The country evolved from a traditional 
rural society, in which pre-capitalist institutions and productive 
relations prevailed on the haciendas, into an urban economy 
based on industry and services that required new institutions 
and a new system of labor relations in order to function without 
conflict. As often happens in such circumstances, society 
lagged in meeting the new demands being placed upon it and 
failed to develop the institutions needed fast enough to adjust 
to the changing conditions. The result was a profound institu- 
tional crisis.’ 


The traditional, closed political system — based on 
political parties controlled by agricultural economic elites, 
whose own power was based on political and economic 
control of the peasants working on their haciendas — failed to 
open sufficiently, or in time, to accommodate the new groups 
which were coming into existence. As the society modernized, the 
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representatives of the “old order” struggled to hang onto power 
and maintain the status quo. They did manage to retain control, 
but at a very great social cost: the gradual de-legitimation of 
regime and a very high level of violence. 


Colombia has a long history of political violence. Indeed, 
the period in Colombian history known as La Violencia (an 
undeclared civil war which extended from the late 1940s to the 
early 1960s) is infamous in Latin American history of this 
century due to its widespread violence, extreme cruelty, and 
wanton killings (estimated at 2-3% of the country’s popula- 
tion). During La Violencta, both political parties, the Liberals 
and Conservatives, supported their own guerrilla groups, 
although the latter (the Conservatives), who were in power, 
were able to augment their forces with both the police and the 
army in fighting the Liberal-supported guerrillas. The roots of 
this protracted conflict originated in differences among the 
ruling elites over the adoption, and implementation, of mea- 
sures designed to introduce more progressive labor relations 
and reform land tenancy practices. These measures had been 
sponsored by the Liberal Party, who controlled the government 
from 1930-1946, following a 30-year period of Conservative 
hegemony. 


However, the period immediately following World War II 
saw many changes in Colombian society: growing urbanization, 
industrialization, and the development of accompanying infra- 
structure. These changes tended to undermine the power and 
strength of the traditional rural interests. It was in this climate that 
La Violencia erupted. However, the length and depth of the 
violence so exhausted the body politic that, in 1953, a military 
government was installed — with overwhelming popular support 
— with an implicit mandate to end La Violencia. 


The weakening of the traditional rural interests also 
served to blur the differences between the two party elites, who 
also feared losing power to the military. By 1958, the changed 
environment and these fears led the parties to establish the 
“National Front,” a power-sharing agreement between the two 
parties, which was to last 16 years. This agreement succeeded 
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in eliminating the resort to violence of the two traditional 
Liberal and Conservative parties, but, at the same time, it totally 
excluded all other parties and/or Colombians who held 
different political views. 


During the military government of the mid-1950s, the 
guerrillas were granted amnesty in exchange for turning over 
their arms and returning to civilian life. However, the raised 
expectations of the guerrillas and the exclusionary political 
system led some guerrilla groups to continue their battle. By 
the mid-1960s, organized guerrilla organizations were in 
control of isolated regions of the country where they had 
established “independent republics,” in which they (1) garnered 
contributions from peasants in the region, (2) collected protection 
payments from large landlords, and (c) provided health, educa- 
tion, and security to the peasantry. As time went by, these 
movements became more class-oriented, providing the base 
from which Marxist guerrillas emerged in the last two decades. 


In the National Front arrangement, the leaders of the two 
“recognized” parties agreed to divide most government jobs 
between the two of them (including those of elected officials) 
and to alternate the presidency. In so doing, a sort of political 
“cartel” was established, which not only held a monopoly on 
power but, at the same time, foreclosed the entry of any new 
groups from either the extreme Left or Right. As excluded 
groups found more legitimate avenues to power blocked, they 
organized into guerrilla groups, usually locating in areas where 
the state had a very weak presence and frequently taking over 
many of the state’s functions. 


Not only was this political system exclusionary, but it also 
developed clientelistic practices in which politicians came to 
serve as intermediaries between the citizens and government, 
exchanging public services and public employment for votes. 
As the Colombian economy grew more complex, the govern- 
ment took on more and more functions; at the same time, it 
became less and less effective in fulfilling them. Inefficiency 
began to snowball. The law was increasingly disregarded. As 
government bureaucracies became more inefficient, they be- 
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came less accountable, and less responsive, to the public they 
were supposed to serve. Corruption in both the private and 
public sectors increased. Most important of all, the state lost 
effective control over large areas of the country. Thus, the de- 
legitimation of the state was revealed by a widening gap 
between the written laws and socially acceptable behavior, i.e., 
between the de jure and de facto social norms. The under- 
ground economy expanded greatly. 


Unfortunately, this process — of de-legitimizing and 
weakening the state — is not uncommon in Latin America and 
the Caribbean. Other states have also grown weaker and 
increasingly incapable of enforcing their own laws and control- 
ling their territories. However, in comparing the Colombian 
experience with that of those other countries (particularly in 
the Andes, where there is a history of coca cultivation and use), 
one finds two important differences: (1) the de-legitimation 
process began earlier in Colombia and (2) has been character- 
ized by a much higher level of violence than has been true of 
the other Andean countries. 


Both La Violencia and the de-legitimation of government 
have left legacies which have worked to permit, if not encourage, 
the development of the cocaine industry. First, the government 
lost control of large areas of the country. Although the state had 
never had a strong presence in those areas, the guerrillas 
demonstrated that the government could not assert control in 
those areas even if it wished. Second, the experience of la 
Violencia was to place a low value on human life. One of its 
legacies is that Colombians are quick to resort to violence in 
dealing with conflict — a very useful attribute in a high-profit, 
high-risk, and conflict-prone business. The propensity of Colom- 
bian drug dealers to use violence to wipe out their Bolivian and 
Peruvian competitors, particularly during early stages of the 
industry's development in the 1970s, is notorious. 


De-legitimation of the Colombian state has contributed 
to Colombia’s advantage over other states vis-d-vis the 
narcotraffic in yet other ways. Smuggling, or the import of 
illegal goods, has a long history in many Latin American and 
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Caribbean countries. Colombia has a long tradition in this 
area, with some characteristics that are peculiarly its own. In the 
mid-1950s, in fact, the import of many contraband consumer 
goods was institutionalized.’ More recent developments, like the 
creation of free zones to set up export-assembly plants and to 
store imports while import licensing and nationalization pro- 
cesses are concluded, have also facilitated contraband which can 
be brought into these zones and then smuggled out of them. The 
institutionalization of this contraband trade has lent it an aura of 
legitimacy which tended to destroy any social stigma that might 
once have been attached to it. 


Of equal, if not more, importance is that Colombia is one 
of the few countries which also had a history of export 
contraband. It has consistently smuggled both manufactured 
products and livestock out of Colombia into Venezuela and 
Ecuador throughout time. Coffee is another commodity which 
has frequently been smuggled out in order to bypass the 
quotas imposed by the International Coffee Agreement. For a 
long time, Colombian emeralds have been smuggled out of 
the country: workers in government mines would steal the 
gems and sell them to smugglers. Also, the smugglers them- 
selves developed illegal, wildcat mining organizations. This 
experience in smuggling the export of illegally obtained 
goods could then be applied to the export of narcotics, when 
that market developed, since it provided the know-how, as 
well, of selling in the international black markets. Thus many 
emerald smugglers became involved in exporting marijuana 
in the mid-1970s and, later on, became cocaine exporters. 


Not only did the contraband trade helped to establish links 
between Colombian and foreign smugglers, but it enabled 
Colombians to gain experience in laundering of money and other 
shady transactions involving international capital. 


Colombia has been the only Andean country which has 
had exchange controls and tariff restrictions from 1931 right up 
to the middle of 1991. Controls on foreign exchange and 
import-licensing systems were tightened in 1967. Together 
with high tariffs on imports, these provided powerful incen- 
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tives for the development of an active black market in foreign 
exchange, which had originally been supplied by the export of 
emeralds, worker remittances (from Venezuela and the United 
States), tourism, and other contraband exports. The foreign 
exchange obtained in this market was used mostly to 
underinvoice imports and to finance capital flight, tourism, and 
contraband imports. The active black market in foreign ex- 
change provided both the expertise on how to launder money 
as well as the channels by which drug profits and capital could 
be brought into the country. 


Colombia is not the only Andean state to experience a de- 
legitimation process. Whereas the crisis in the Colombian state 
was evident by the late 1940s, with the onset of La Violenctia, 
it did not materialize in Peru and Bolivia until the 1970s and 
1980s. In this respect, Colombians engaged in the illegal drug 
business gained a head start, and an advantage, over their 
neighbors in the same trade. 


There is yet another factor, unrelated to the issue of regime 
legitimacy and weak state, which also facilitated Colombia’s 
prominence in the narcotraffic. Because of the make-up of 
Colombia’s internal geography, many regions are isolated and, 
given the weak presence of the national government, were forced 
to become fairly self-sufficient. These factors combined to make 
them good locations in which to set up facilities to manufacture/ 
refine illegal psychoactive drugs. In addition, Colombia’s large 
size, relative to the smaller Central American and Caribbean 
countries, made it attractive to entrepreneurs in the illegai drug 
business for two reasons: (1) the larger territory makes detection 
just that much more difficult, and (2) because bribery, often an 
intrinsic part of illegal enterprise, is cheaper and easier. In small 
countries, it is usually necessary to bribe authorities at the highest 
level; in Colombia, it has only been necessary to bribe authorities, 
particularly in isolated regions, at the local level, a cheaper and 
less risky action altogether.* 


Colombian capitalism has always operated on the expecta- 
tion of very high, short-term profits. In the 19th century, succes- 
sive economic booms plus major obstacles to internal transpor- 
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tation combined to produce extremely segmented markets with 
widely differentiated prices. These differences generated an 
entrepreneurial class based on “production-speculation,” that is, 
who invested little in long-term capital equipment, focused its 
activities on trade, expected a quick turnover and high, short-term 
profits (Ocampo, 1984: 61). After World War II, modernization 
and structural changes in the economy were accompanied by 
some changes in this area also, as some entrepreneurs began to 
invest with longer horizons in mind, and more stable economic 
activities, and de-personalized markets, evolved. Many, however, 
continued to pursue their traditional, rent-seeking path. During 
the 1970s, two developments reinforced the old “production- 
speculation” mentality: (1) liberalization of the capital market, 
begun under the Pastrana administration (1970-74) and strength- 
ened by the Lopez government (1974-78); and (2) the coffee boom 
(1975-78). Capital market liberalization led to a wave of financial 
speculation, high short-term returns, and a series of major 
bankruptcies in the early 1980s; the coffee boom again provided 
very high, windfall profits and the expectation of high gains. 


A final, but no less important factor, has been a large 
Colombian migration, both legal and illegal, to the United 
States. This emigrant group, with only weak loyalty to the host 
country, subsequently provided an excellent base from which 
to recruit, and organize, a network for the distribution of illegal 
exports from Colombia.’’ Again, the large emigration from 
Colombia preceded a similar emigration from the other Andean 
countries, contributing to the Colombian headstart and provid- 
ing another international advantage. 


In sum, the conjunction of these factors together worked to 
give Colombia, and those of its citizens engaged in the cocaine 
trade, an overall advantage in the manufacture and international 
distribution of this illicit drug. The high level of violence in 
Colombian society had inured its members to this way of dealing 
with opponents, hence Colombia’s narco-businessmen were 
unusually quick to use force in dealing with (or eliminating) 
competitors in this trade, enabling them, early on, to control not 
only the purchase of the raw material (coca leaves), but also the 
channels for distribution of the end product in the United States. 
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The fact that the national government maintained only a weak, or 
tenuous, presence in large portions of the country provided the 
illegal industry with areas proven to be outside of government 
control in which it was relatively safe to operate, safe havens for 
coca laboratories, landing strips, and the like. The existence of 
organized guerrilla groups, intent on weakening the state even 
further, also facilitated the safety of the cocaine manufacturing 
industry.’® Indeed, in the late 1970s and early 1980s, guerrilla 
organizations “sold” protection to the cocaine businessmen. 


Finally, the experience of the “production-speculation” 
capitalist provided both precedent and rationale for the get-rich- 
quick mentality which underlay development of the narcotraffic; 
while the Colombian experience in smuggling exports out of the 
country contributed expertise in the practical aspects of the 
business. And the large Colombian community in the United 
States helped to lower the risks of illegal exporting as well. 


As MacDonald (1988) has pointed out, no other Latin 
American or Caribbean country was able to assemble the entire 
“package” of factors which proved so conducive to develop- 
ment of the illegal psychoactive drug industry in Colombia. 
Nevertheless, the situation was even more complex than he 
reported. These factors have special relevance in the Colom- 
bian case because they all served to lower the risks in manufac- 
turing and marketing of illegal drugs in general, and cocaine 
in particular. To the extent that other Andean countries 
(primarily coca-growing) replicated Colombian developments 
and processes (such as de-legitimation, guerrillas, etc.), they 
entered into these experiences significantly at a later point in 
time, enabling the Colombian narcotraffic to pioneer the 
manufacturing facilities, marketing systems, and use of vio- 
lence which established their primacy in a cutthroat industry. 


CONCLUSIONS AND PERSPECTIVES 


OLOMBIA’S ADVANTAGE in the cocaine business does 
not rest primarily on its abundance of natural resources 
nor its location midway between the main areas of coca 
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cultivation and the major market for cocaine. Its advantage is 
made up of a combination of factors which made Colombia the 
country of lowest risk for both the trade in coca leaves and the 
manufacture and export of the finished product — cocaine — 
to the United States. Its advantage also owes a great deal to 
certain domestic institutional, and some external, factors. 


Given the nature of this Colombian advantage, one might 
ask: what policies could government adopt that would 
modify, or eliminate, this advantage? The answer lies in what 
the government can, and cannot, control. First, the Colombian 
government cannot change the extremely high profitability 
of the industry which derives, in part, from its illegality 
in the consuming countries, and from the abundance, 
and cheapness, of its raw material (grown mainly in countries 
other than Colombia). The high profitability reflects the 
conflicting policies, inspired mostly by the United States, that 
are aimed at making consumption of cocaine as expensive as 
possible and the price of its raw material (coca leaves) as low 
as possible. To achieve these two contradictory goals, the 
value added goes up drastically at each and every step of 
production, commensurate with the risk attendant upon that 
step, from coca leaf to the price paid by the cocaine consumer. 


Second, the large Colombian network in the United 
States, which facilitates the Colombian export trade in cocaine, 
is an external factor over which the Colombian government has 
no control. 


Third, given the industry’s value-added characteristics, 
the most that the Colombian government could hope to do 
would be to displace the industry out of the country, induce it 
to move elsewhere, and, if possible, to push Colombian 
nationals out of the industry. 


In the long run, these goals can be approached via 
institutional reforms to increase regime legitimacy and the 
government’s ability to implement its policies. The current 
Gaviria administration has undertaken many reforms in that 
direction, including (a) a new constitution, which aims to 
weaken clientelism and strengthen representative democracy, 
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and (b) a process designed to open the economy and eliminate 
economic privileges, among others. However, such policies 
bear fruit only over the long run. 


Another policy, with a more short-term outcome, would 
be to negotiate with the drug traffickers to end their activities 
in exchange for some sort of quid pro quo, like legitimizing at 
least part of their capital, reducing sentences, or similar 
concessions. However, for such an arrangement to succeed, it 
would also be necessary to include on the agenda the require- 
ment that the present traffickers help prevent new Colombian 
traffickers from taking their place. As long as the high profitability 
of the industry persists, it will provide an automatic incentive for 
newcomers to try to step in and replace those acquiescing in a 
negotiated withdrawal. It should be recognized that the business, 
as such, would likely continue. The most the Colombian govern- 
ment could hope to attain would be to ensure that such 
newcomers would not be Colombian nationals. 


The possibility of replacing Colombian traffickers with 
non-Colombians may be helped along by some recent devel- 
opments, like the increased de-legitimation of the Peruvian 
regime, and the rise of non-Colombian “cartels” after 1989, 
when the “war on narco-terrorism” raised the stakes for 
Colombian traffickers. These circumstances may increase the 
odds of replacing Colombians with non-Colombians and, at 
least, make the possibility more likely. Nevertheless, it is 
difficult to negotiate successfully with drug traffickers, who do 
not share common goals and are notoriously unreliable. Some 
drug dealers want wealth and a high standard of living. Others 
want political power. Those with previous criminal records, 
often those most prone to violence, are also the most apt to 
continue in the business. On the other hand, many of the small 
dealers are addicts who are, or have become, psychologically 
disturbed and cannot be relied upon to respect an agreement.’” 


The government might also attempt to increase the risks 
of doing business in Colombia which, as we have seen, might 
increase the costs of doing business there and thus make the 
country less attractive as a location. However, even this 
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strategy can expect but a limited success at best. Basically, 
increasing the risk of cocaine manufacturing and distribution 
in Colombia means increasing the risk of a higher level of 
violence within the country. It could stimulate cocaine manufac- 
turing to move to other countries, where Colombian traffickers 
would have to find partners in order to operate safely. Loss of 
the Colombian base would make them more vulnerable to new 
competitors. Since Colombians control important cocaine 
distribution channels, however, one can predict that increasing 
the risks of operating in Colombia will not fully remove 
Colombian organizations from cocaine traffic but, rather, will 
force them to find allies in other countries. Though such a result 
might be considered a step in the right direction, it would not 
necessarily solve Colombia’s main problems because its role in 
the illegal drug trade would remain. Another point to consider 
is that raising the level of risk involved would have to be a long- 
run strategy if it were to become an effective deterrent; this 
could well imply an increase in the militarization of an anti- 
drug campaign —a situation that could be highly destabilizing. 


This quick survey of policy alternatives indicates that the 
Colombian government, by itself, cannot do much to reduce 
the supply of illegal drugs. At best, it can only try to neutralize 
some of the negative effects that the industry has had on the 
country. However, it cannot produce a stable, long-run solu- 
tion to the problems associated with the illegal psychoactive 
drug industry. Indeed, this is one of those cases in which the 
current generation might be paying for the sins of past 
governments. 


NOTES 


1. For instance, the Colombian ambassador to the United States 
has argued that 


Because of its location in the northwest corner of South America, 
Colombia has been chosen by the narcotrafficking gangs as one 
of the main crossroads from which cocaine is brought to the 
United States (Mosquera Chaux, 1989: 3). 
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2. Medellin is the capital of the Antioquia Department, which 
has the reputation of producing the most entrepreneurial Colombi- 
ans, and which, during the first half of the 20th century became the 
cradle for Colombian industry. There is a well-known body of 
literature that has dealt with the reasons why the Antioquenos 
developed those entrepreneurial skills (see, for example, L6opez- 
Toro, 1970; and Twinam, 1980). 


3. The belief that North Americans confuse the two countries 
was re-inforced when President Reagan made this mistake during his 
visit to Colombia in the early 1980s. While this reason may appear 
trivial, it has been seriously advanced by Arango (1988) and Arango 
and Child (1987: 128), two influential Colombian journalists and 
academics, one of whom was the head of the economics department 
at the Universidad de Antioquia. For this reason it should be 
mentioned, if only to dismiss it. Their statement was based on an 
interview with a former smuggler who, during the late 1960s, was 
supposed to have served as a link between Antioquenos and 
smugglers in the Col6n Free Zone of Panama. 


4. For example, Richard Craig cites an interview with an agent 
from the US Drug Enforcement Administration, in which the latter 
reportedly said: 


I’ve worked in narcotics for many years in several countries, but 
never have I seen anything like the Colombian trafficker. He is 
really one mean bastard (1981: 248). 


5. Author’s translation. 


6. I hesitate to call this a “comparative advantage” since compara- 
tive advantage theories explain the advantage in terms of the relative 
endowment of factors of production: natural resources, labor (skilled and 
unskilled), capital, and technology. As argued here, the Colombian 
advantage was not developed based on the proportion of reactive 
factors, but on such institutional factors as corruption, lack of state legitimacy, 
and the state’s inability to control large regions of the country. 


7. The “Dutch disease” was a term coined by The Economist 
back in the late 1970s to refer to the adverse effects on Dutch 
manufacturing of the natural gas discoveries of the 1960s (a 
“booming” sector), essentially through the subsequent appreciation 
of the Dutch real exchange rate. It has since been generally applied 
to any natural resource “boom” which exercises a similar effect. 


8. Even, ifa few US buyers had confused the two countries, their 
confusion would have made for a good joke and would have been 
easily clarified. A simpler, more likely hypothesis is that, since the 
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Colombian smugglers were supplying the Colon Free Zone from the 
south, they were either asked if they could bring in other products 
from that general direction or they themselves searched for those 
products. 


9. Actually, Medellin’s case is a very nice illustration of the 
migration and unemployment model: a region with better-paying 
jobs and a higher-than-average standard of living attracts more 
migrants than other regions until higher unemployment discourages 
further migration (Todaro, 1969). Thus, the higher unemployment 
level in Medellin is expected as the result of its better-paying jobs, and 
it acts as a migration control mechanism. 


10. The US Bureau of International Narcotics Matters attributes 
some of its own under-estimates of cocaine output during the 1980s 
to the fact that coca yields were higher than previously thought, as 
growers developed improved plant varieties and applied new 
growing techniques (US-DS/BINM, 1990). 


11. Itis clear that the technology to produce cocaine is relatively 
simple and well-known today. Curiously, Arango and Child argue 
that the technology to produce cocaine was produced in the mid- 
1960s, by members of the US Peace Corps. They state that the Peace 
Corps people, who enjoyed marijuana when they arrived in the early 
1960s, soon discovered coca-chewing. In their search for better 
“trips,” they developed the cocaine-refining technology in use today 
(Arango and Child, 1987: 125-126). 


12. Arango and Child argue that bazuco was introduced to the 
Colombian market in 1981 when the cocaine base produced in 
eastern Colombia failed to find an international market due to a drop 
in the price of cocaine. These authors claim that the base produced 
on the eastern prairies was of lower quality due to the fact that it was 
manufactured with less-than-pure chemicals, a fact that is hard to 
explain (Arango and Child, 1987: 143). 


13. The Colombian literature on this issue has grown substan- 
tially in the last few years; some relevant examples include Leal (1984 
and 1989), Kalmanovitz (1989), and Leal and Zamosc (1990). 


14. Kalmanovitz provides a very good discussion of the eco- 
nomic developments that led to Za Violencia (1988: chapter 6); while 
a detailed socio-political analysis is found in the classic work of 
Guzman et. al. (1962). 


15. The government decided to promote the development of the 
44 sq. km. islands of San Andrés and Providencia, making them into 
a free port area from which any Colombian tourist could bring back 
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to the mainland a certain amount of tariff-free goods for personal use. 
This policy promoted the development of a group of entrepreneurs 
who specialized in bringing to the mainland small amounts of 
contraband goods for sale. This business grew substantially and 
eventually gained sufficient legitimacy that all efforts at concealment 
were abandoned. Most cities developed markets for contraband goods 
from San Andrés and Providencia which operated freely and openly. 
In these markets goods can actually be ordered from many United States 
catalogs, and, indeed, today most of the contraband sold in these 
markets no longer comes from those islands. 


16. Local authorities tend to be both poorer and much less in the 
limelight than are authorities on the national level. National authorities 
also have many more resources at their disposal, including more 
contacts with international and foreign law enforcement agents. It is 
worth noting that, in Colombia, most national authorities at the highest 
level have remained untainted by contact with the illegal drug industry, 
whereas some of their counterparts in the smaller Central American and 
Caribbean countries have been active participants. 


17. Peter Reuter has argued that this is an important factor in 
accounting for Colombia’s ability to export cocaine to the United 
States compared to its limited penetration of the European market, 
where the Brazilians appear to have an edge as a result of the number 
of Brazilian emigrants there (Reuter, 1985); a similar point has been 
made by Krauthausen and Sarmiento as well (1991: chapter 3). 
Arango points out that Colombians who returned to Medellin after 
organizing the marketing and distribution of cocaine in the United 
States enjoy a high status and are considered respected and influential 
members of the community (1988: 25). 


18. Reyes (1990), Molano (1987), Jaramillo (1989), Mora (1989) 
and Cubides (1989) study various aspects of the relationship between 
the drug industry and the guerrilla organizations. 


19. Arango reports the results of interviews with 20 “middle and 
high level” narco-businessmen from Medellin in which 25% stated 
that they would remain in this business even if their wealth is 
legitimized without penalties. While it is obvious that the sample is 
not “scientific,” and that the answers might be biased, this outcome 
suggests the difficulties likely to arise should an agreement be 
reached with the narco-businessmen (Arango, 1988: 123). 
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